
DEFENSE
INVENIORY

DOD CouldBetter
ManagePartsWith
Limited Manufacturing
Sources

United StatesGeneralAccountingOffice

GAO Reportto CongressionalRequesters

August1990

C

GAO/NSIAD-90-126

RESTRICTED——Notto bereleasedoutsidethe
GeneralAccountingOffice unlessspeciflca]ly
approvedby theOffice of Co
Relations.



GAO United StatesGeneralAccountingOfficeWashington,D.C. 20M8

NationalSecurityand

InternationalAffairs Division

B-239793

August 16, 1990

The HonorableJohnGlenn
Chairman,Committeeon

GovernmentalAffairs
United StatesSenate

The HonorableEarlHutto
Chairman,Subcommitteeon

Readiness
Committeeon Armed Services
Houseof Representatives

As yourequested,we reviewedthestatusot the DefenseLogistics Agency’sefforts to
managespareandrepairpartswith limited manufacturingsources.

As arrangedwith your offices,we planno further distributionof this reportuntil 30 days
from its issuedate,unlessyou releaseits contentsearlier.At that time,we will sendcopiesto
otherinterestedcommitteesandMembersof Congress;theSecretaryof Defense;the
Director,Office of ManagementandBudget;andotherinterestedparties.We will alsomake
copiesavailableto othersuponrequest.

Pleasecall me on (202)275-8412if you or your staffs havequestionsconcerningthis report.
Othermajorcontributorsarelisted in appendixV.

~LJ~iL~L)

DonnaM. Ileivilin
Director,Logistics Issues



ExecutiveSummary

Purpose The Departmentof Defense(DOD) establishedtheDiminishing Manufac-
turing SourcesandMat erial ShortagesProgramto ensurethe availa-
bility of partsevenwhenmanufacturersstopmakingspareparts.
Concernedthatthis programmaybe unnecessarilycontributingto
inventorygrowth,the Chairmen,SenateCommitteeon Governmental
Affairs, andthe Subcommitteeon Readiness,HouseCommitteeon
Armed Services,askedGAO to reviewthe program.GAO’S objectiveswere
to determine(1) whetherEX)D was administeringtheprogramproperly,
(2) theextentto which ~xmhadboughtstocktinderthe program,and
(3) whetherooo boughtdiminishingsourcesstockthatwould neverbe
used.GAO alsoobtainedinformationabouttheextentto whichthis stock
hadbeenadequatelystoredandroutinely tested.

Background The demandfor high technologyparts,coupledwith ashOrterlife cycle
of technologyandthe longlife of DOD weaponsystems,is rapidly
increasingthe nonavailabilityof parts.noo’s policy is to (1) minimize
the impactof diminishing sourcesparts, (2) improveoperationalreadi-
nessby implementingthe mostcost-effectivesolutionsto diminishing
sourcesproblems,(3) ensuresuchpartsarenot designedinto newsys-
tems,and(4) developproceduresto respondto diminishingsourcessitu-
ations. Amongotherthings,the policy requiresthatthe servicesandthe
DefenseLogisticsAgencydesignatefocal pointsto monitorprogram
implementation.

Results in Brief GAO foundthat DLA hadbeenidentifying partswith diminishingsources
andwasprovidingmanagementoversightof the program.However,the
serviceshadnot.rl~h(.\,werestill developingprogrampoliciesandplans,
and(lid not havethedataeither to monitorthe programor to enableGAO

to assesstheprogram’simpacton inventory levels.

The DefenseElectronicsSupplyCenter,which managesnearlyall of
DLA’S diminishingsourcesparts,reportedthat diminishingsourcesparts
valuedataboutS279million in 1989representedabouta100-percent
growth since1985.Someof thisgrowth wascausedby reclassifying
existingstocksto diminishingsourcesstatus.

In caseswherethe Centerhadexhaustedall cost-effectivealternatives,
it madeaone-timeprocurementknownas alife-of-type buy. Basedon a
randomsample.G~Ofound that theCentermadelife-of-type buysto
resolveabout17 penentof its diminishingsourcessituations.
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Executive Summary

Principal Findings

Although GAO couldnot determinetheextentto which the Center bought
stockthat will neverbe used,accordingto theCenter’sinventoryreport,
almostone-thirdof the itemshadmorethana25-yearsupplyof stock
valuedat about$186million. Overbuyingpartsincreasestherisk that
theymight neverbe used.

TheCenterhadnot issuedadequateguidancefor computinglife-of-type
buys.Moreover,the servicesgenerallywerenotgiving theCenteraccu-
rateestimatesof their requirementsfor diminishingsourcesparts.In
addition,the Centerhadnot issuedadequateguidancefor storingparts
or for ensuringtheir quality beforetheyenterthe inventory.

DLA HasAdequately
ImplementedDOD’s Policy,
but ServicesHaveNot

DLA hasbeenidentifying andmanagingpartswith diminishingmanufac-
turing sourcesandproviding oversightof theprogram.However,the
serviceshavenot adequatelyimplementedDOD’s policy for the program
to ensurethat its objectivesarebeingaccomplished.Although theyhave
establishedfocalpoints, the focalpointscouldnot provideinformation
on the inventory value,the numberof partswith diminishingsources,or
the numberandvalueof actuallife-of-type buys.

The servicessaidthey havetakenactionsto improvetheir management
of the program.In addition,DOD hassetup astudygroupto identify
diminishingsourcesproblemsandseekinitiatives to resolvethem.

DiminishingSourcesStock
HasGrownSignificantly

The DefenseElectronicsSupplyCenter’sinventoryvalueof diminishing
sourcesstock hasnearlydoubledin the last 4 yearsto almost 8,500
parts,valuedat about$279million. GAO’s randomsampleof 350 parts
with diminishingsourcesshowedthatthe Centermadelife-of-type buys
for 17 percentof theparts.Suchbuyswerenot madefor 83 percentof
thepartsbecausetheCenteralreadyhadstockon hand,thecontractor
hadagreedto continueproduction,or the Centerhadfoundanalternate
source.Somepartscouldnot be boughtbecausesourcescould not be
found.
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Life-Of-TypeBuys
Contributeto Inventory
Growth

Whena life-of-type buy is the only alternative,the Centerrequeststhe
servicesto provideprojectedrequirementsfor the part. In caseswhere
the servicesdo not providethis information, theCenterbuysparts
basedon pastdemands,which is not alwaysan accuratepredictionof
projectedneeds.

Someof the methodsusedby theCenterto calculatelife-of-type buys
resultedin too muchstockbeingbought.Fromarandomsample,GAO

determinedthat for 122 buys,the Centerhadanaverageof abouta
58-yearsupplyon hand.Someof this stockmayneverbe used.

Long-TermStorage
RequirementsNot
Determined

Eventhoughthe Centeroftenbuyspartsto beused10 yearsin the —

future, it doesnot determinewhetherspeciallong-termstorageprotec-
tion is needed.Forexample,it storessomemicrocircuitsin nitrogen-
pressurizedcanisters,but manyotherpartsarenot similarly storeddue
to an inconsistentpolicy. In addition, it hasnotdeterminedwhetherthe
nitrogenprotectionwill ensurequalitypartsin the futureor whether
partsother thanmi(’rocircuits needlong-termprotection.

Quality of PartsIs
Unknown

Partsmanagedby the Centermaynot be operablenow or whenneeded
in the future.GAO’s analysisof 49 contractsfor diminishingsources
partsawardedin I 98R and1989 indicatedthatalmosttwo-thirdsdid not
requireacceptancetesting.As aresult,the Centerdoesnot know the
quality of the pai-tsbeingreceived.Its initial testingof diminishing
sourcespartsfrom stockshowedthat Ii of 78 differentpartsfailed.

Recommendations GAO recommendsthat theSecretaryof Defensedirect theservicesto
(I) properly implementDOD policy to provideoversightof theprogram
and(2)developpartsrequirementsfor thosewith diminishingsources
basedon pastusageandvalid projectionsof future needs.He should
alsodirect the DOE) InspectorGeneralto follow up on theseactions.GAO
alsorecommendst ha~the Secretaryof Defenseinstruct the Director.
DefenseLogisticsAgency, to requiretheCenterto (1) issuespecificgui-
dancefor its item managersto ensurecorrectandcost-effectivecalcula-
tionswhenmaking life-of-type buys,(2) detet-minewhich partsneed
speciallong-term~torageprotection,(3) establisha quality assurance
programto periodicallytestsamplesof on-handdiminishingsources
parts,and(4) ensurethat the quality of partsis satisfactorybeforethe
Centeracceptsthem
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A Comm nt DOD partially agreedwith GAO’S findings andrecommendations.It agreed.-~gency e S that improvementsareneededin theservices’ implementationof the

diminishing sourcesprogram.Accordingto DOD, plannedactions should
improveoverall managementof’ theprogram.It plansto implement an
actionplanthat will improveits datafile on thepartsandthe process
for gatheringrequirementsdata.

DOD alsoplansto issueinstructionsto ensurethatlong-termstorage
requirementsarebeingfollowed. DOD stated,however,thatprotected
storageis notrequiredfor all partsandthatthereis no indicationthat
electronicpartswill deteriorateoverthelong term.GAO agreesthatpro-
tectedstorageis not neededfor all partsandrecommendsthatthe
Centerdeterminewhich partsneedspeciallong-termprotectionto elimi-
nateinconsistenciesin the protectionprovided.In light of the high
failure ratesof testedparts, GAO believesthattheCenterneedsto do a
better.job in this area.

DOD believesthat life-of-type buysmustbecalculatedon acase-by-ease
basisandthatguidanceon calculatingsuchbuysis notneeded.GAO

agreesthat suchbuys shouldbe calculatedseparately,but believes
betterguidanceis neededto helpensurethatmanagersmakeaccurate
andcost-effectivequantity calculationsbecausethepolicy guidanceis
too general.

DOD saidthattheCenteralreadyhasa testingprogramto evaluatethe
quality of stockon handand hasrecentlyincreasedtestingresourcesto
reducethebacklogof newmicrocircuitsawaitingtesting.DOD saidthat
thebacklogwould be workeddownto a normallevel within 18 months,
at which time additionalpartsin theinventorycanbe tested.

DOD agreedto requestI he uooInspectorGeneralto follow up on theser-
vice’s actionsif it is not readily apparentthattheactionsin question
havebeencompletedin a timely manner.

Page GAO/NSIAD.90.126 DefenseInventory



Contents

ExecutiveSummary 2

Chapter 1 8
Introduction DOD Policiesto EnsureContinued Support in DMS 9

Situations
DMS Impacton ReadinessandSustainability 9
Objectives,Scope,andMethodology 10

TheServicesHaveIncreasedAttention to DMS
Management

DOD EstablishedDM5 WorkingGroup
Strategiesto AddressDM5 Situations
Conclusions
Recommendation
AgencyCommentsandOur Evaluation

19
The CenterHasSet Up DetailedDMS Management 19

• Procedures
TheDMS Inventory hasGrown Substantially 20
InaccurateLife-of-Type Buy Quantities 21
Quality ofDMS PartsEs I nknown 25
DMS Impacton WeaponSystems 27
Conclusions 28
Recommendations 29
AgencyCommentsandOur Evaluation 29

Appendix I: Activities ContactedDuring the DMS Review
Appendix II: Yearsof Diminishing ManufacturingSources

StockManagedby the DefenseElectronicsSupply
Centerasof .lnne25, 1988

Appendix III: Yearsul’ Diminishing Manufacturing
SourcesStockManagedby theDefenseElectronics
SupplyCenterasof October 25, 1989

Appendix IV: CommentsFromtheDepartmentof Defense
Appendix V: Major (~intribiitors to This Report

Table Table3.1:Comparisoi ot the DefenseElectronicsSupply
Center’sTotal andDMS Inventories

Chapter 2
Office of the Secretary
of Defenseand the
ServicesAre
Increasing Their DMS
Efforts

Chapter 3
DefenseElectronics
Supply Center’s
Managementof DMS
NeedsImprovement

12
12

13
14
17
17
17

Appendixes
32

33

34

35
.52

20

Page6 GAO/NSIAD-90-126DefenseInventory



Contents

Abbreviations

DESC DefenseElectronicsSupply Center
ii~ DefenseLogistics Agency
DOD Departmentot’ Defense
DMS Diminishing ManufacturingSources
GAO GeneralAccountingOffice

Page7 GAO/NSIAD-90-126DefenseInventory



Chapter1

Introduction

Managersof defenseweaponsystems,suchastheM-1 tankandF-14
andB-i aircraft, facethe problemof maintainingtheir systemswhen
manufacturersstopmakingsomeneededspareparts.TheDeputyAssis-
tant Secretaryof Defensefor Logisticssaidall new weaponsystems
enteringproductionin fiscalyear1989havepartsthatwill not be avail-
ablewhentheybecomeoperational.The Departmentof Defense(DoD)
hasbeenawareof the needto ensurethe continuedavailability of parts
andhassetup aprogramcalledDiminishing ManufacturingSourcesand
Materiel Shortages(DMs) to addressthisneed.Althoughrapidly
changingelectronicstechnologywill continueto be aproblem,awell-
managedDMS programcanreducethe impactof partsshortageson
weaponsystemreadinessandsustainability.In addition,DOD hasidenti-
fied aspecialobjective in its DMS MasterPlanto improvetherequire-
mentsdeterminationprocessfor DMS itemsthat will hold down
inventorygrowth.

Accordingto DOD officials,mostDMS partsareelectronic.DOD systemsare
becomingmoredependentuponsophisticatedelectronics.Becauseof
technologicalimprovements,the marketlife for electronicstechnology
hasrecentlyexperiencedasteadydecreasefrom 10-12yearsto
4-5 years.Thereducedmarketlife resultsin areducedmanufacturing
period.Reasonsmanufacturersstopproducingdefensepartsinclude
rapidchangesin technology,uneconomicalproductionrequirements,
andforeignsourcecompetition.Thedemandfor sophisticatedparts,
coupledwith ashorterlife cycleof the technologyandthe longlife—
20 yearsor more—ofDOD weaponsystems,hasresultedin rapidly
increasingnonavailabilityofparts.

Mergershavereducedthe numberof U.S. integratedcircuit manufac-
turers.As the acquiringcompaniestry to reducetheirfinancialburden,
they look morefavorablyon supplyingproductlinesthat will generate
moreprofit andlessfavorablyon supplyingDOD with outmodedparts.
DOD’s useof microcircuitsis projectedto be as low as2 percentof the
marketwithin thenextdecade.Thus, the continuedproductionof elec-
tronic military partsis pitted againstavolatile andincreasinglycorn-
mercialmarketplace.
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DOD Directive4005.16,issuedin 1976andupdatedin 1984,definesDMS

asthe lossor impendinglossof manufacturersof partsorsuppliersof
partsor rawmateriels.It setsup theDMS programto ensurethat appro-
priateandtimely actionsaretakenwhenessentialenditem’ production
orsupportcapabilitiesareendangeredby DMS. Morespecifically, the
programis to (I) ensuretheavailabilityof enditems, parts,andraw
materielsto supportcurrentandplanneddefenseneeds,(2) improve
operationalreadinessthroughtimely identificationandimplementation
of themostcost-effectivesolutionto DMS situations,(3) ensurethat DMS
partsarenotdesignedinto neworredesignedsystems,and(4)develop
an integratedapproachamongtheservicesto ensuretimely resolution
of DMS situations.The directiverequiresthe servicesandthe Defense
LogisticsAgency(DLA) to designatefocal pointsfor the DMS program.

This directivealsorequiresDLA andtheservicesto minimizethe impact
of anypotentialDMS partshortages.DLA andtheservicesareto develop
and implementa wayto identify enditemson which DMS partsareused
soproductioncapabilityandpost-productionsupportcanbe ensur~d.

Thedirectivelistsseveralactionsthatcouldbe takento avoidshortages
causedby manufacturersstoppingproduction.Theseactionsinclude
(1) encouragingthecurrentmanufacturerto continueproduction,
(2) finding anothersource,(3)redesigningtheend itemto eliminatethe
DMS part,(4)usingasubstitutepart, and(5)makingalife-of-type buy. A
life-of-typebuy is aone-timeprocurement,whenall cost-effectiveand
prudentalternativeshavebeenexhausted,to meetthefuturerequire-
mentof a part no longerto be produced.DOD saidtheservicesandDLA

eachhaveprogramsin placeto overseetheDMS program.DOD alsosaid
focal pointshavebeenestablishedandarenow operatingeffectively.

DMS Im~’act~ Thereadinessand sustainabilityof critical weaponsystemscan be
impairedwhenneededsparepartsarenotavailable.In 1983,a JointReadinessand LogisticsCommandersstudy groupstatedthe nonavailabilityof

Sustainability microelectroniccomponentsis analogousto asilent threat—athreat
that goesunnoticeduntil it is too late.The groupalsosaidthat, if left
untreated,thethreatwill spreadto all partsof DOD and reachsucha
magnitudethat thereis no possibleway that DOD will totally recoverand
maintainits totalsystemreadiness.

‘DOD definesanend item asanassembledwhole systemor equipment,readyfor its intended use.

Chapter1
Introduction

DOD Policiesto Ensure
Continued Support in
DMS Situations
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Chapter 1
Introduction

At apartsnonavailabilitysymposium2in March1989,the DeputyAssis-
tantSecretaryof Defensefor Logistics saidthat over37 percentofthe
microcircuitsusedin key defenseprogramscurrently in productionwill
be out of productionandexperiencingsignificantproblemsin finding
manufacturersin thenext2 to 3 years.Also at thissymposium,thecom-
manderof DLA’S DefenseElectronicsSupplyCenter(DE5c)stated,“For
usersin thefield andtheDOD unitssupportingthem,itemstakenoutof
productiontranslatesinto higherprices,extendeddeliveryschedules
and,in anumberof situations,no supportwhatsoever..

When facedwith a DMS situation,theservicescansometimesconvince
theprimecontractorsof theenditemsto producethepartsorto help
find alternatemanufacturingsources.Whenno sourcecanbe found,the
servicescaneither redesignthe enditem to ensurecontinuedsupport,
acceptsubstitutepartsto replacetheDMS parts,orusepartsfrom other
enditemsto resolvethepartsshortage.

Thereareoccasions,however,whenanessentialpart is no longerpro-
ducedanda solutionis not readilyavailable.For example,theAir Force
grounded57 of its T-37 trainingaircraftbecauseanelectronictubewas
not available.Eventually,an alternatesourcewaslocated.In another
instance,a Navyofficial told us asignificantnumberof its F-14aircraft
will not beableto perform theirmissionif no manufacturingsourceis
found for anintegratedcircuit. TheNavy is trying to resolvethe
problemby havingtheAir Forcemakethepart.

becfives Scon~’and TheChairman,SenateCommitteeon GovernmentalAffairs, andthe
J “ Chairman,Subcommitteeon Readiness,HouseCommitteeon ArmedSer-

Methodology vices,askedusto reviewtheD~ program.To addresstheirconcerns
aboutinventorygrowthandmanagement,ourobjectiveswereto deter-
mine (1) whetheroo~administeredtheDMS programproperly,(2)the
extentto which DOD boughtstockundertheDMS program,and
(3) whetherDOD boughtDMS stockthat wouldneverbeused.

To determinehowtheservicesimplementedDoD’s policy andhow they
managedits DMS programs,weobtaineddocumentationandinterviewed
officials at theArmy’s MaterielCommand,LaboratoryCommand,and
Communications-ElectronicsCommand;theNavy’s Aviation Supply
OfficeandShipsPartsControlCenter;andtheAir ForceLogisticsCom-
mand.In addition,wecontactedother DOD organizationsatboth the

“Government/Industry Electrnnw PartsNonavailabilitySymposium.
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Chapter 1
Introduction

headquartersandcommandlevels.A completelist of theactivitiescon-
tactedis in appendixI.

The Army, Navy, andAir Forcedid nothavecentralizedmanagementor
dataavailablefor usto evaluatetheir DM5 programor to determinethe
extentof their life-of-typebuys.Therefore,ourreviewof the services’
DM5 programwaslimited to availableinformation.We wereunableto
determinetheextentto which theservicesboughtstockunderthepro-
gram,dueto inadequatedata.As a result,we couldnot fully accomplish
our objectiveswithin theservices.

Weconcentratedourwork at DLAS DefenseElectronicsSupplyCenter,
whichhadthe mostcompleteDM5 databaseandmanagesnearlyall of
DLA’s DM5 parts.We did not assessthereliability of datafrom computer-
based systemsbecauseof theextensiveamountof resourcesit would
haverequired.To determinehow DLA administeredtheprogram,we
reviewedits DMS policiesandproceduresandinterviewedofficials atDLA

headquartersandDEMC. Wealsovisited two DOl) depotsto determineif
the DMS inventorywasbeingproperlystoredto ensurequality parts
would be availablewhenneeded.

We took a randomsampleof 350 of 3,397,or 9 percent,of the DMS parts
to determinehowfrequentlyDJ~Cboughtstockundertheprogram.Our
confidencelevel W~S95 percent,with aprecisionlevel of plusor minus
5 percent.At DRSCwe aLso reviewedcontracts,budgetdata,DMS case
files, andotherpertinentdata.

We alsoreviewedDEHC dataon thenumberof yearsof inventory it had
on handto determinewhetherthe CenterboughtDMS stocksthat may
neverbeused.We alsoselectedsomepartswith overa900-yearsupply
of inventoryon handandreviewedthe casefiles to determinewhy DaSC

hadthat muchstock.

We conductedourreviewbetween.June1988andNovember1989in
accordancewith generallyacceptedgovernmentauditingstandards.
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Chapter2

Office of the Secretaryof Defenseand the
ServicesAre Increasing Their DMS Efforts

At the timeof ourreview,the serviceshadnotadequatelyimplemented
DOD’S policy for theDM5 program,therefore,theycouldnot readilypro-
vide thedatawe neededto determinetheimpactDM5 hashadon their
inventorylevelsorwhethertheywereadministeringtheprogramprop-
erly. In responseto ourinquiries, theOffice of the AssistantSecretary
of Defensefor ProductionandLogisticsandtheserviceshaverecently
takenaction to improvetheirmanagementof theprogram.In addition,
severalalternativestrategiesto addresssituationsarebeingusedor
developed.

The ServicesHave Theservicesdid not havethedatawe neededto determinewhetherthe
programwasbeingadministeredproperly.Although theseserviceshad

IncreasedAttention to establishedfocalpointsasrequiredby DOD, the focal pointscould not

DMS Management provideDM8 informationon the numberof partstheirserviceswere

managing,the amountof inventory,or the amountspenton parts.

In April 1989.the Army saidit wasin theprocessof improving its over-
sight andcontrol of E)MS andhadtakenstepsto reduceandcontrol life-
of-typebuys.We did not reviewtheactionsthe Army saidit hadstarted
or plannedto start.becauseit wastoo earlyto determinewhethertheir
statedactionswerea(’Iually implementedandwhethertheplanned
actionswould be effective.

In June1989,the Navy saidit hadreviewedits DMS andlife-of-typebuy
procedures.Accordingto its review,the Navy spentlessthan$151mil-
lion on life-of-type buysbetweenfiscal years1983and1988.Sincefiscal
year1986, its life-of-type buyshavetotaled$35.8million, Eachof the
Navy’s hardwaresystemscommandsandtheir respectivefield activities
areresponsiblefor identifying DMS partsfor their equipmentand
weaponsystems.Becauseof thisdecentralizedapproach,the Navy’s
databasesarewidely scatteredanddo not includethesameinformation.
The Navy is updatingits policy andproceduresto consolidateinforma-
tion to facilitatemoreeffectiveandefficientmanagementreviews.We
did notevaluatethe Navy’splannedpolicy or proceduralupdatesor
verify the life-of-type buydatait provided,becauseit wasalso too early
to determinethecff’ctivcnessof it.s actions.
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In March 1989,the Air-ForceLogisticsCommandandtheAir ForceSys-
temsCommanddevelopedajoint supplementto theAir ForceDMS regu-
lation.’ This supplement.~ datedMay 31, 1989,includesa requirement
for field level activit.iesto submitDMS datasemiannually.The required
dataincludethenumberof partsidentifiedandresolved,total dollar
amounts,enditemsaffected,andanarrativeof situationsnotresolved
at the field level. We did not evaluatethe impactthis supplementmay
haveon theaccumulationof DMS data,becauseit wastoo soonto eval-
iiatetheeffectivenessof theCommands’actions.

DOD EstablishedDMS In April 1989,subsequentto our inquiry, the Office of theAssistantSec-retaryof Defensefor Productionarid Logisticssetup a DMS ad hoc
\Vorking Group working group with membersfrom theservicesandDLA. Thepurposeof

thegroup is to (1) identify the scopeandimpactof DMS in DOD, (2) iden-
tify existinginitiatives thatareaddressingthe DMS problem,(3)recom-
mendpriorities for new DM5 initiatives, and(4) actasa liaison group
with andmakerecommendationsto anad hoc groupcomposedof
industryofficials. Thegroupis alsoto recommendsuchstepsas

• settingup a dedicatedinformationnetworkto share,within industry
anddefense,suitablepartsubstitutions,existingorpotentialsourcesof
supply,andsparepartsrequirements;

• developinga coordinatedlife-of-typebuy methodologyamongtheser-
vicesandDLA; and

• sharingdataon DM5 efforts thateliminatethe needfor weaponsystem
redesignor life-of-type buys.

Thegroupplansto issue a reportwith its recommendationsin June
1990. Accordingto its draft plan,datedJuly 1989,thegroup’sgoals
includedestablishingfocalpointsin thedepartmentandin eachDOD

organization,updatingtheDMS directive,studyingthefeasibility of a
commoninformationservice,improving theaccuracyof life-of-type buy
calculations,anddevelopingamethodto identify potentialtechnological
obsolescenceduring weaponsystemdevelopment.

In March 1989,theDeputy AssistantSecretaryof Defensefor Logistics
said, “Sincewecannotfully eliminatetheDMS problem,we must learnto
manageit.” Theseplannedactionsshowtheincreasedmanagement

‘Air iorceRegulation75-7

LAir rurc~’Syswrn.’, Cummajid Air Vipri~’ Logisths CommandSupplementin Air Force Regulation78-7
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attentionthat DMS is expectedto receivein thefuture from theOffice of
the AssistantSecretaryof Defense,DLA, anti the services.

Strategiesto Address
DMS Situations

In addition to the plannedactions,DOD hasrecognizedotherwaysto
addressDMS situations.Thesestrategiesincludedevelopinginformation
systemsfor manufacturersto notify usersof discontinuedparts,fore-
castingwhich partswill likely becomeDMS, cultivatingothersourcesto
producediscontinuedparts,andcreatingmanufacturingprocessesto
replaceor emulatediscontinueddesigns.

DevelopingInformation
Systems

Timely, consolidatedinformationis essentialto effectivelymanagethe
DM5 program.Customers,suchas DESC, needtimely notification from
manufacturersto makeintelligentsupplysupportdecisions.Knowing
which partsare goingto becomeDMS helpsusersto developalternative
supportdecisionsandmanufacturersand weaponsystemmanager~to
avoidusingthem in newdesigns.

Thegovernmentusesinformationfrom severaldatasourcesto reduce
the impactof DMS. Oneof thesesourcesis the Military PartsControl
Advisory Group,which is aDLA organizationwithin the nonpartscon-
trol program.This programencouragestheuseof standardpartswith
the latesttechnologyin systemdesignandequipmentacquisition.The
DOD instructionrequiresthe serviceprogrammanagersto providethe
Advisory Groupwith partslists from their contractorsto review.The
Advisory Groupreviewsthe listsandrecommendsnot usingpartsthat
areDMS or otherwiseobsolete.Theprogrammanagerthendirectsthe
contractornot to usethepartsin the item beingbought.Theprogram
manageris not, however,requiredto follow the AdvisoryGroup’s
recommendations.

Anotherinformationsourceis theGovernment/IndustryDataExchange
Program.Charteredon behalfof the.JointLogisticsCommandersand
managedby theNavy, thisprogramis acooperativeeffortbetweengov-
ernruentandindustrywhich seeksto reduceoreliminateexpenditures
of timeandmoneyby makingmaximumuseof existing information.The
programprovidesameansto exchangetechnicaldataessentialin the
research,design,development,production,andoperationalphasesof
weaponsystemsandequipment.Membershipincludes392government
and735 industryactivities.Membersincludeprimecontractors,major
subcontractors,governmentacquisitionandsupportactivities,original

Page 14 GAO/NSIAD-90-126DefenseInventory



Chapter 2
Office of the Secretaryof Defense andthe
ServicesAre increasing TheirDM5 Efforts

equipmentmanufacturer~consultantfirms, andpublicandprivate
utilities.

MemberssubmitDM5 informationto thedirectorof the program,who
addsthedatato the program’sdatabaseandsendsit to theothermem-
bers.Theprogramis not beingusedasmuchasit could be to alertmem-
bersof relevantinformation. Since1981,theprogramhasreceivedonly
250 DMSnoticesfrom its members.In contrast,theCenterhad588 DMS
casesduringfiscal years1985through1988.Theprogramdirectorsaid
the membersneedto submitmoredatato theprogram.

An indicationthat programdataarenot reachingdecisionmakersis that
Air Forcelogisticsmanagersfor the B-1B, F-ill, andKC-135 aircraft
saidtheyhadneverseenaDMSnotice from the program,eventhough
theCenteris managingnumerousDMS partsfor thosesystems.Center
officials saidthesemanagersneedto seethis information,andhad
advisedtheAir Forceof this needfor manyyears.

Anothermajorsourcefor DMS datais theNaval Avionics Center.This
activity is theprincipal sourceof datasubmittedto theExchangePro-
gram,accordingto theprogramdirector.TheAvionics Centeranalyzes
DM5 noticesfrom governmentandindustry sourcesandsendsthedatato
othergovernmentandindustry activities.

The Army is developingtheMaterialsandPartsAvailability Control
InformationDataSystem.This systemis designedto focusrequired
informationatthe local userlevel to resolvepartnonavailability.

ForecastingDMS Parts Increasingly,DOD is conductingstudiesandassessmentsto identify
whichpartswill becomeobsolete.A GeneralDynamicsF-16aircraft
managersaid,“A proactiveI-ole is extremelycost-effective,not only in
removingproblemsdueto obsoletecomponents,but alsoin recognizing
obsoletemanufacturingmethodswhich arecausingreducedproduct
productivity.” Anotherindustryofficial saidpotentialproblemparts
could be identified by usinggeneralpurposesimulationsystems,artifi-
cial intelligencesystems,andNavydatabasesto provideinformationon
ongoingprograms

The Navy hasamicrocircuitobsolescencemanagementprogramwhich
includesadatabasefor microcircuits.Accordingto officials from the
Naval AvionicsCenter.the mostcost-effectivesolutionsto DMS problems
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areavailablein theearlystagesof systemdevelopment,beforeobsoles-
cenceoccurs.Theseofficials saidtechnologyassessmentsarevaluable
tools to (1) screensystemsfor impendingobsolescence,(2)encourage
designersto usedevicesconsideredto havelong-termavailability, and
(3) provideservicemanagerstheopportunityto shift from reactiveto
proactiveplanning.

CultivatingOther About 70 smallcompaniesbuymanufacturingdata from largesemicon-
After-MarketSources ductorsupplierswhenthesuppliersstopproduction.Someof thesecom-

panies,calledafter-marketsuppliers,havecontactedthegovernmentto
discussways it couldusethemmoreeffectively to alleviatethe DMS

problem.

In 1986,thesemiconductorindustrysubmitteda proposalto DLA to pre-
vent DMS situationsof obsoletesemiconductors.Accordingto thepro-
posal,the industry felt that DMS situationsinvolving obsolete
semiconductorscould not be resolvedby forecastingthe endof prOduc-
tion, makinglife-of-type buys,andstockinginventoryuntil theenditem
wasphasedout. Theproposalsaidthattheonly realisticandcost-effec-
tive methodwasto transferthetechnologyto anafter-marketsupplier
who couldprovidethepartsuntil theenditem wasphasedout. DLA offi-
cialsreviewedtheproposalbut did not adopttheconcept.

Accordingto Centerofficials, it would havebeendifficult for thegov-
ernmentto comparethe costof a life-of-type buy andcontractingwith
the after-marketsupplierbecauseDOD could not accuratelyforecast
requirementsfor partsoverthelife of thesystem.In addition,thegov-
ernmentwouldhavebeenrequiredto buy a2- or3-yearsupplyof an
item while waiting for theafter-marketsupplierto startproducingthe
part. If the supplierhadbeenunableto producethe part,thenthegov-
ernmentcouldnot haveboughtwhat it neededandwould not havehad
enoughinventory to meetits needsfor severalyears.

Accordingto a vicepresidentof anafter-marketsupplier,thegovern-
menthascommitteesto investigateemulation,redesign,andinformation
databases,but it doesnot haveanyprogramsto evaluatetheafter-
marketconcept.Centerofficials agreed,andsaidsuchaprogramwas
not beingstudiedbecauseof theamountof risk assignedto thegovern-
ment.Theysaidmanyof theafter-marketsupplierswantadvanced
funding,while thegovernmentwaitsup to 3 yearsfor thesupplierto
getroyalty andlicensingagreementsfi-om themanufacturer.
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CreatingManufacturing
Processes

Emulationis alsobeingusedto resolveDMS situations.In emulation,the
functionsof discontinuedpartscanbe duplicatedusing currenttech-
nology. Theemulationprocessresultsin aproductthat canbe usedin
placeof theDMS part,althoughthenewpartwill not belike theold one.
It usesstate-of-the-arttechnology,suchascomputer-aideddesignand
simulation,to emulateobsoletetechnologies.Theresultis insertingcur-
renttechnologyinto existingsystems,which canimprovereliability and
maintainability.

Accordingto Centerofficials, theyarepursuingemulationbecausethey
canavoid runningoutof stocksoonerthanpredictedandobtainother-
wisenonprocurableparts.The Air Forcesetup a$ 15-million facility in
Sacramento,California,to performemulationprojects,primarily on
microcircuits.DLA, with Navy participation,is sponsoringa microcircuit
emulationprogramto demonstratethepossibility of replacingobsolete
technologymicrocircuitswith currentdevices.Theestimatedcostof this
projectis over$9 million. In fiscal year1990,the Army alsoplansto
participatein thisprogram.

Conclusions At thetime of our review,little DM5 datawereavailablefrom theser-
vicesor their focalpointsto assessthe successof the DMS program.Since
webeganourreview, theserviceshavetaken,orplanto take,actionsto
improvetheir oversightandmanagementofthe program.We believe
theseactions,if properlyimplementedandmonitored,shouldimprove
overallmanagementof theprogram,particularlyif dataareconsoli-
dated.Theseactionsincludedevelopingoptionsto addressDMS, suchas
forecastingobsoletepartsandcultivating new manufacturingsources.
In addition,a workinggroupformedby DODplansto coordinatethese
actionsandstudy theviability of havingonesourcefor DMSinformation.

Recommendation We recommendthatthe Secretaryof Defenserequestthe DOD Inspector
Generalto follow up on eachof the services’actionsandproposalsto
determinewhetherthe servicesareprovidingadequatemanagementof
the program.

AgencyCommentsand
Our Evaluation

DOD partially agreedwith the findingsandrecommendationin this
chapter.DOD agreedthatimprovementsareneededin the services’
implementationof the diminishingsourcesprogram.Accordingto DOD,
plannedactionsshould improveoverall managementof the program.It
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conditionallyagreedto ourproposalrequestingtheDOD inspectorgen-
eralto follow up on theservices’actions.DOD statedthatit would
requestfollow-up if it is nut readilyapparentthat theactionsin ques-
tion havebeencompletedin atimely manner.Moreover,DODsaidfocal
pointshavebeenestablishedandareoperatingeffectively.

We agreethatthe actionstakenandplannedshouldimproveoverall
managementof the UMS program.We believe,however,thatthe DOD

inspectorGeneralneedsto conductperiodic follow-up reviewsto ensure
continuedprogress.
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TheDefenseElectronicsSupplyCenter,whichmanages90 percentof
DLA’s DMS part,hasdetailedproceduresfor managingthepartsandhas
setup managementoversightgroupsto give this areaappropriateatten-
tion. Theresultsof our randomsampleindicatetheCenterresolved
mostof its DMS situationsby makingotherthanlife-of-type buys.
Although its inventoryvalueofDMSpartshasnearlydoubledin the last
4 years,someof this growthappearsto be from reclassifyingexisting
inventoryto theDMSclassification.

Certainaspectsof the Center’sprogramcould be improved.For
example,it hasnot issuedadequateguidancefor computinglife-of-type
buyquantities.As a result,theCenteris potentiallyoverstockedon
somepartsandunderstockedon others.Otherguidanceis neededfor
storingDMS partsfor longperiodsandensuringthequalityof on-hand
andpurchasedDMSparts.TheCenterhaspartsthat maynot meet
quality requirementsnow or in the future. Manyof thesepartsareused
on weaponsystems;therefore,a shortagein quality partscould impair
readinessandsustainability.Overstockingorhavingpoorquality parts
increasestherisk that partsmightneverbeused.

The Center Has SetUi-~ TheCenterusesan integratedapproachto manageits program.It has
~‘ oversightgroupsto reviewDMSactions,focalpointswhocoordinatethe

DetailedDMS handlingprocess,andacomputersystemto track its parts.Accordingto

Management DLk, theCenterusesabout27 staffyears~in DMSprojectseachyear.

Procedures Whena manufacturernotifies theCenterthatit plansto stopmakinga
part, the Centerassignsanumberto the notification.It usesthis case
numberto trackthepartsthroughouttheresolutionprocess.The
Center’sfirst stepis to contactthemanufacturerandtry to convinceit
to continueproduction.If not successful,the Centercontactsotherman-
ufacturersof similar partsto determineif theywould producetheparts.
The Centeralsocontactsusersof the partsto determineif substitute
partsareacceptableor whethertheend itemscouldbe redesignedto
eliminatetheparts.

If this processis unsuccessful,theCentercomputesfuturerequirements
basedon saleshistory andserviceinput. It thendetermineswhetherit
needsto buyadditional inventory.TheCenterreclassifiestheinventory
asOMSandmanagesit assuchfrom that time forward.If abuy is
needed,theCentersearchesmorediligently for othermanufacturers

A ~tafi yearis (he equivaien~ of n~personstime for an entire work year.

Page 19 GAO/NSIAD~9O-126DefenseInventory



Chapter 3
DefenseElectronicsSupply Center’s
Managementof DMS NeedsImprovement

andsubstituteparts.If thesearenot available,it makesalife-of-type
buy.

in its computersystem,theCenterhasa masterlist that hasall theDMS

partsit managesand indicatesthosethathaveno alternatesources.A
secondproductof this systemis thestockstatusreport,which includes
totalassetvalue,thequantityon hand,estimatedannualusage,and
estimatednumberof’ yearsof stock in inventory.

Number of parts
Total DMS Percent

201,853 4,277 2.12
185,898 4,863 2.62
178,356 5,935 3.33
173,519 7,439 4.29

166,008 8,469 5.10

Dollars In millions

Fiscal year
1985
1986
1987
1988
1989

Inventory value
Total DMS Percent

$932,726’ $147,074 1577
1.013,106 177,210~ 17.49
1,084,455 226,389 2088
1,122,869 257,329 2292
1,206,520 278,687 23.11

Note These figures include ‘inly ‘eplenishment parts br the inventory

Accordingto Centerofficials, DMSpartshaveincreasedfor severalrea-
sons.Forexample:

The DMS Inventory
HasGrown

Theamountandvalueof DM8 partstheCentermanageshasnearly
doubledin the last4 years.Life-of-type buysandreclassifyinginven-
tory havecontributedto this increase.However, thedataarenot avail-

Substantially ableto determinehow much eachof thesecontributedto inventory
growth.

As of September30, 1989, theCentermanagedover8,000DMS parts
valuedat almost$279million, aboutdoublethe 1985value.Table3.1
showsthisgrowth from fiscalyears1985 to 1989.

Table 3.1: Comparison of the Defense
Electronics Supply Center’s Total and
DMS Inventories Fiscal year

1985
1986
1987
1988
1989
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• Theservicesaremaintainingweaponsystemsfor longerperiods.
• Becausemanufacturersaremoreawareof DMS procedures,theysell

moreof their inventoriesof slow-movingpartsto thegovernmentwhen
it is theonly user.

DMS contractsawardedby theCenterin fiscalyears1987, 1888, and
1989exceededsalesby $28.2 million. Thesecontractstotaled$84.8mil-
lion, while saleswere$56.6million. Reclassifyingexistinginventoryto
DM8 statusalsocontributedto its inventorygrowth.

To determinehow theCenterresolvedDMS situations,we reviewedcases
for fiscalyears1985through1988.Duringthis time,manufacturers
reportedtheyweregoing to stopproducing8,552partsmanagedby
DESC. During initial screening,theCenterfoundalternatesourcesor sub-
stitute parts,or theoriginal manufacturercontinuedproduction,for
4,615(54percent)of the items.For theremaining3,937(46 percent)
parts,item managershadto decidewhetherto makea life-of-type buy.

We took a randomsampleof 350 of these3,937parts.For50 percentof
thesecases,the Centerdeterminedit hadsufficient inventoryon hand,
madea life-of-type buy for 35 percent,hadthecurrentmanufacturer
continueproductionor foundan alternatesourcefor 8 percent,2or
boughtpartsasit phasedout the enditemfor 1 percent.Five percent
werenonprocurable.TheCenterhadnotresolvedthesituationfor one
part at thetime of our review. Basedon oursample,the Centermadea
life-of-type buy on aboutoneof everysix DM8 parts.

Inaccurate Life-of- — Althoughwecouldnot directly relatethe lack of guidanceor definitive
requirementsto theexcessiveor deficientinventorylevels, thesefactors

Type Buy Quantities couldbothbe contributingfactors.Generally,without specificrequire-
mentsdatafrom theservices,the Center’spolicy is to buy a 10-year
supply for life-of-type buys.

Accordingto DF~C’sOctober25, 1989,DM8 stockstatusreport, theCenter
estimatedit hadmorethana 25-yearsupplyfor aboutone-thirdof the
parts(2,916of 9,149)valuedatover$186 million. Overstockingparts
increasestherisk that theymight neverbeusedandwould needto be
disposedof in thefuture.In contrast,thereportalsoshowedthatthe
C.enterhadapotentialshortageof morethan5 yearsfor over20 percent

~Theseparts shouldnot have been listed as part.sneedingitem managerdecisionson resolution They
shouldhave beendropped whenthe Center found a continuing or alternate source.
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of its DMS parts(2,040of 9,149).Theseshortagescouldseriouslyimpair
readinessandsustainabilityof weaponsystems.

Accordingto the report,the life-of-type buy itemsin ourrandomsample
hadanaverageof about58 yearsof stockin inventory.D~Chadovera
25-yearsupply for 47 of the 122 life-of-type buyitems.Also, thereport
showedthe Centerhadover900yearsof inventory for about 1 percent
of its DM8 parts(seeapps.II andIII). The numberof partswith overa
900-yearsupplyincreasedby over60 percent,andtheir valuenearly
doubledduringa 16-monthperiodendingOctober25, 1989.In some
cases,the Centerhadstockon handwhenit classifiedthepartsasDM8.

In othercases,it madealife-of-type buy basedon pastdemandor the
serviceestimate;thenthe demanddroppedsharply.

Accordingto DOD, the report implies thatif DF~Chasmorethan25 years
worth of stock,someof it will not be usedandwill be disposedof. DOD

agreesthatthis mayin fact occuron someitems.However,it saidthat
the DM8 programstockstatusreport is not by itself anappropriatetool
to determinewhetheritemshaveoveragesor shortages.Someof the
assetsprocuredareintendedto be usednot only asspareparts,but also
for productionof enditemsin the out-years.Thus,asnapshotthatcom-
parescurrentstockswith currentusagewill indicatethatexcessstocks
exist when,in fact, theymaynot. Further,someenditemsareexpected
to be in the DOD inventoryandwill requiresupportbeyond25 years.

We usedthe stockstatusreport to showthe yearsof DMS stockon hand.
Sincethe Center’spolicy is to buya 10-yearsupply for life-of-type buys,
we pointedout that the stockstatusreportshowsthatalmostone-third
of theitemshasmorethana25-yearsupplyof stockon handvaluedat
about$186million. Included in theseamountsare about100 items
valuedat over$148 million thathadmorethana900-yearsupplyon
hand.In addition, we haveacknowledgedthatwe could notdetermine
theextentto which the Centerboughtstockthat will neverbe’used,but
thatoverbuyingpartsincreasesthe risk that theymightneverbe used
andwould haveto be disposedof.

InadequateCenter DESC hasprovidedinadequateguidanceto its item managersfor corn-
Guidanceon DMS Buys puting life-of-type buys.Its generalpolicy guidanceis to buy what is

neededto reacha 10-yearsupplybasedon quarterlyforecasteddemand
or input from the services.Item managers,however,usedavariety of
datasourcesandmethodsto determinequarterlyforecasteddemand
and,thus,a 10-yearsupply.

Page 22 GAO/NSIAD-90-126DefenseInventory



Chapter 3
DefenseElectronicsSupply Center’s
Managementof DMS NeedsImprovement

Thedatasourcesitem managersusedincluded(1) astudyshowingthe
demandsfor thecurrentquarterandtheprior year,(2)a 2-yeardemand
historyshowingthedemandby user,and(3) ademandforecastfrom
theservicesandotherusers.For partswith apredictabledemand,the
item managerswould multiply theperioda reportcoveredtimesa
numberto determinea 10-yearsupply.Forexample,theymultiplied the
2-yeardemandhistoryby five.

In additionto thevariouscomputationsabove,item managersdid not
consistentlyconsiderotherinput. For example:

• Someincludedforeignmilitary salesasa requirement,while othersdid
not.

• Someaddedtheserviceandotheruserforecastedneedsto thequanti-
tiescomputedabove,while othersexcludedtheforecastedneedsif the
amountforecastedwaslower thanthecomputedquantity.

• Someincludedpastdemandsfrom the servicesandotherusers,evenif
DFSCdid not receiveforecastedneeds,while othersexcludedthe
demandsif the Centerdid not receiveforecastedneeds.

Eventhougheachof thesemethodsis in accordancewith DFSC’s policy,
theycouldstill resultin differentquantitiesbeingbought.Sinceoneof
the objectivesof the I)M8 programis to implementthe mostcost-effective
solution,item managersshouldbeprovidedmorespecificguidanceto
achievethisgoal.Not all of thesemethodsareproving to becost-
effective.

DOD disagreedthattheCenter’sguidanceis inadequate.It saidthatadd!-
tional specificguidancecannotbe issuedto ensurecorrectandcost-
effectivecalculationof buy quantities.Accordingto DOD, eachitemmust
be viewedindividually andconsiderationgiven to manyvariables.In
addition, DOD statedthat its generalguidanceis augmentedby annual
trainingclasseswherespecificemphasisis placedon requirementscom-
putations.We agreethat oneformulacannotbe usedto calculatethe
life-of-typequantity for all DMS items.It appears,however,that item
managersarenot beinggivensufficient guidanceon howto calculatethe
quarterlyforecasteddemandbecausethereis apparentconfusionamong
theitem managers.Therefore,wecontinueto believeadditionalgui-
dancewould be benefirial.
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ServiceInput Inadequate
and Needsto BeVerified

Inadequateservicedatacanalsocontributeto inaccurateinventory.
Although DOD Directive4005.16requiresthe servicesto implementa
methodto identify end-itemapplicationfor critical itemsaffectedby
DMS, theAir Forcefocalpointwho is responsiblefor respondingto DESC’s

inquiriessaidtheAir Forcecouldnot determineon whatsystemit used
what part abouttwo-thirdsof the time. As a result,the Air Forcecannot
givetheCenterrequirementsdata.Consequently,DI~Cmustusepast
salesdatato predictfutureu~einsteadof actualprojectedneedsfrom
theAir Forceto projectlife-of-type buyquantities.However,prior usage
dataarenot alwaysa good indicatorof projectedfutureuse.For
example:

• In October1989,theCenterdatashowedit hada 2,000-yearsupply
(8,000 unitsvaluedat $5,040)of anelectricalcontact.TheAir Forcehad
requisitioned780 units in 1986. After theCenteraskedfor life-of-type
requirements,theAir Forcetold theCenterit couldnotdetermineits
needbecauseit couldnot determineon whatsystemit usedthepart.
The Air Forcerecommended,however,thattheCenterbuy 10 yearsof
stockbasedon its pastdemands.TheCentercomputeda 10-yearneedof
8,000basedon requisitionsreceivedduringtheprevious4 quarters.
SincetheCenterhad2,632on hand,it bought5,368 in October1987,for
$2,966.73.Sincethat time, theAir Forcehasnot requestedanyof these
parts.

• In October1989,theCenterhada 1,096-yearsupply(236,710units
valuedat $82,848)of anelectrical contact.As of March 1987,the Air
Force,theonly user,hadrequisitioned21,537theprevious4 quarters.
Although theAir Forcecouldnot determineits need,it recommended
buyinga 10-yearsupplybasedon its demandhistory.TheCenterbought
70,565 in November1987for $21,169.50.TheAir Forcerequisitionedan
averageof 176 perquarterin fiscal year1988.This is substantiallyless
thantheaveragequarterlydemandof about5,400in calendaryear
1986. Although it had66 daysto respondto theCenter,theAir Force
DMS focalpointsaidit did not haveenoughtime to query its usingactivi-
ties to determineits projecteddemand.

DOD agreedthat it mustemphasizeandenforcetherequirementthatthe
servicesidentify systemapplicationfor usein providingaccurate
requirementsto theCenter.TheDOD actionplan,to be completedin June
1990,callsfor theSerViCeS to improvetheir applicationdatafiles.

DOD alsoagreedthat. the Air ForceLogisticsCommandwas sometimes
unableto identify on what systemapartwasused.DOD saidthat asof
May 1990,theAir Forcewas implementinga requirementsdatabank
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applicationsystemwhich will provideapplicationinformationto the
users.Sincethis is a newly implementedsystem,we werenot ableto
evaluatewhetherit will providetheinformationnecessaryto calculate
requirements.

In additionto inadequateservicedata,DESC item managersalsoaccepted
projectedneeds,eventhoughdemandhistory did not supportthem.For
example,when the servicessubmittedprojectedneedsfor partsthey
hadnot requisitionedin overayear,the Centerneverquestionedthe
amounts.

In June1988, theCenterissuedguidancewhichrequiresits item man-
agersto getwrittenjustificationwhenthevalueof a proposedbuy
exceeds$5,000andtheprojectedlife-of-type needexceedspast
demandsby 50 percentor more.Theprocedurestill allowsthe Centerto
makebuyswithoul. confirmingaservice’sstatedneeds.Forexample,in
onecase,the CoastGuardsubmittedarequirementfor 40 of apart it
hadnot usedin over It) years.TheCenterdid not verify theneedand
awardedacontractfor $1,143for 50 of thispart in December1 988.~As
ofSeptember1989, theCenterhadreceivedno requestsforthis part.

Quality of DMS Parts
Is Unknown

Although theCenterbuysmillions of dollarsworthof DMS stock,it has
not issuedadequateguidanceon storingthesepartsandhasnot deter-
mined theeffectof long-termstorageon theseparts.The Centerhasalso
not testedmanyDM5 partscm handandhasnot requiredacceptance
testingon many riMs parts.As aresult, theCentermayhavestockthat
will not meetquality requirementsnow or in the future. The resulting
lack of quality partscouldimpairthe readinessandsustainabilityof
weaponsystems.

Policy andProceduresfor
Long-TermStorageNeed
Improvement

The Centerhasissuedlong-termstorageguidance,but it appliesonly to
someof its DM5microcircuits.Accordingto the Centerofficials, they
storemicrocircuitsin canisterspressurizedwith nitrogenbecausethese
partsaresubject to corrosionanddeteriorationovertime. Furthermore,
theproceduresset up in this guidancearenot beingfollowed.

In 1979,DESC instructedits item managersto storemicrocircuitsin can-
isterswhentheymakelife-of-type buys. It hassincesupplementedthese

contractor gavi’ l)E5( aIwer unit pricefor buying51)of this part.Asa result,theCenterpaid
lessfur 51) than it woo 1 h~iV’ or40.
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instructionsandis revisingaDLAmanualto incorporatelong-term
storagerequirements.Theseinstructions,however,do not requirestock
alreadyon handto be put in canistersuntil it becomesDMS. Accordingto
aCenterofficial, the lack of requiredlong-termstoragefor stockon
handwasanoversight.As of June30, 1989,the Centerwasstoringin
pressurizedcanisters873differentmicrocircuitsvaluedat $23.2million.
Thisamountrepresentedaboutone-halfthetotal valueof the Center’s
DMS microcircuits.

TheCenterdeterminedthatit hadsufficientstockon handfor about
halfof the350 partsin oursample,soit did not buy anyadditional
items.In oursample,78 weremicrocircuitswith stockon handin June
1989.01 these78, 30 hada 10-yearor moresupplynot in canisters,
accordingto DFSC’S data.TheCenter’sstockstatusreportshowedone
parthada388-yearsupply, althoughnothingwasin acanister.

Anotherlong-termstorageprobleminvolvesmaintainingpressurein the
canisters.TheCenterrequiresdepotsto maintain2 to 5 poundsof pres-
surein thecanisters.In May 1989,DESC officials visited the Richmond,
Virginia, depotandfoundaboutone-thirdof thecanistershadno pres-
sure.In June1989, we visited theRichmondand Ogden,Utah,depots.
At Richmond,2 of 20 canistershadno pressure.Richmondofficials said
that thesetwo canistersleakedandthattheywould movethestockto
othercanisters.At Ogden,30 of 200 canistershadno pressure,and1
hadonly 1 poundof pressure.An Ogdenofficial saidhe hadrecently
openedthe canistersto insertstockandhadnot repressurizedthemat
thetimeof ourvisit. Officials at bothdepotssaidtheyroutinely check
thecanistersto ensureproperpressure.Webelieve,however,more
oversightandmanagementattentionis neededto ensurethatthedepots
follow DrSC’S requirementsfor long-termstorage.

Accordingto DESC officials, theyhavenot doneanystudiesto show(1)
that nitrogenstoragewill protectmicrocircuitsfrom corrosionanddete-
rioration or(2)whetherDMS partsotherthanmicrocircuitsneedspecial
long-termprotection.As aresult, theCenterhasnot issuedanystorage
instructionsfor partsotherthanmicrocircuits.

DOD agreedthat moreoversightandmanagementattentionis neededto
ensurethatlong-termstoragerequirementsarefollowed. Accordingto
DOD, DLA will issue,by July 1990,instructionsto depotpersonnelto
emphasizetheadditionalattentionneededto ensureproperstorageof
life-of-typebuy stock.
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DMS TestingProgram
Needsto Be Formalized

TheCenterdoesnot requireacceptancetestingon someDMS partsand
hasnot testedmanyof its DMS parts.In October1988,atthe directionof
theCenterCommander,theCenterbeganrequestingpartsfrom the
depotsfor testing. In July 1989,theCenterofficials said11 of 78 parts
testedhadfailed. Testofficials saidthey needto do additionaltestson
someof thesepartsaswell asadditionalpartsin certainfederalsupply
classesbeforetheyconsidertheresultsfinal. TheCentersubjectedthe
78 partsto a total of 2,906tests.The78 partsfailed 69 ofthetests(2.37
percent).This failure rateis higherthantheoverall rateof 1.77percent
for thepartstheCentertestedin fiscal year1988. Manufacturersoften
deletetestinganddocumentationrequirementswhentheCentermakes
a life-of-type buy. As aresult, it is oftendifficult to determinewhy a
part failed. Accordingto Centerofficials, the governmentis not in a
strongnegotiatingpositionwhenmaking life-of-typebuysandcannot
alwaysrequiretesting.

To determinetheextentto whichtheCenterrequirestestson DMSparts,
we reviewedthe life-of-type buy awardsfor fiscal years1988and1989
in oursampleof 350parts.Of these49 awards,the Centerrequired
testingon 17 (35 percent).Becausethesepartswerenot testedat the
time of receipt,andthe testresultson partsfrom storageare inconclu-
sive, theCenterdoesnot know thatmanyof theseitemsareof poor
quality. In addition,it cannotdeterminewhetherthepartswereinade-
quateat thetimeof receiptor aftera periodof time.

DOD saidthe Centerwill increasesampletestingto furtheridentify any
problemsthatmayexist. Accordingto DOD, theCenterhasaddedtesting
resourcesthat will allow it to decreasethe backlogof material receipts
within 18 months.

DMS Impact on
WeaponSystems

We did not focuson theimpactof DMS partson weaponsystemreadiness
andsustainability,but we did obtainsomedataon howmanycritical
partscouldhaveapotentialshortage.We alsoidentified someDMS parts
to showtheir potential impacton weaponsystems.

The July 25, 1989, ri~ismasterlist had78 partsthat arecritical to the
operationof’ aweaponsystemthatneededmorestockmorethanthe
Centerhad.Accordingto ni’sc records,asof September27, 1989, these
partsaffected115 weaponsystemsandsupportequipmentprograms.
Thus,the Centerranout of, or estimatedthatit will runout of, these
partslong beforethe applicableequipmentis expectedto be phasedout.
Forexample:
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Accordingto aCenterofficial, asof January1989,theAir Forcehad
grounded57 T-37 trainersbecausea DMS part,a tubefor navigation
equipment,wasout of stock. Basedon an Air Forceestimate,theCenter
madea 10-yearlife-of-type buy in 1981,but ranout in 1985—atleast6
yearsbeforethetrainerwasto be phasedout. DESChadtried to find a
qualified sourceto makethistubesince1985and,asof January1989,
hadawardedcontractsto two manufacturers,A Centerofficial saidthat
asof July 1989, onemanufacturerhaddelivered54 of this part,while
theotherwasstill trying to produceanacceptableproduct.
Accordingto a Centerofficial, thelackof an integratedcircuit could
groundNavy F-14Aaircraft. In 1985,themanufacturertold DESC it was
going to stopproducingthecircuit. TheCentercouldnot makealife-of-
typebuy becausethemanufacturersaidit could no longermakethe
part.In August1989, aNavyofficial saidtheNavyhadbeenableto
“work aroundtheproblem,”andno F-l4As had beengrounded.He also
saidtheSacramentoAir LogisticsCenterwould try to reproducethe
part,althoughno completiondatehadbeenset.
Anothersystem,theAir Force’sB-lB aircraft,has42 DMSparts.Of
these,11 havelessthan4 yearsof stockon hand.DMS partshadnot
affectedfleetreadinessasof January1989,accordingto B-lB officials.
In somecases,officials saidprimecontractorswould makelife-of-type
buyswith vendorswhoplan to stop producingneededparts.B-i B pro-
gramofficials at theOklahomaCity Air Logistics Centersaidtheywere
unawarethat anyof thepartsbeing usedon theB-lB wereDM5.

Accordingto Centerofficials, theyarealsoworkingwith theNorth
AmericanAerospaceDefenseCommandto monitor 600 DMS electronic
partsusedin its controlcenterfor tacticalwarningandattack
assessment.

DOD agreedthat it will haveto modify, redesign,orreplacethosesys-
temsfor which it will runoutof partsprior to phasingout those
systems.

Conclusions The DefenseElectronicsSupplyCenterimplementedDOD’s policy
regardingtheDMS program.It alsoestablishedan integratedmanage-
mentapproachandsetup oversightgroupsto ensureDMSpartsare
givenappropriateattention.It resolvedmostDMS situationswithout
makinglife-of-type buys.

The Center’sOMS inventoryhasgrownsignificantly in recentyears.
Although someof this growth is the resultof reclassifyingexisting
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stocksto DMS statusandsomeis from life-of-type buys,it cannotbe
determinedhow much eachof thesefactorscontributedto this growth.
However,theprogramneedsto be improvedbecauseitemmanagers
haveinadequateguidancefor calculatingDM5buy quantities,andthe
servicesarenot providingsufficient or accurateinformationto the
Centerfor it to determineaccuratelife-of-typebuy requirements.The
Centerhasalsonot issuedadequateguidanceon long-termstorage
requirementsfor DM5 parts,orfor ensuringthequality of DMSp.arts
whenit makeslife-of-type buys.

Recommendations We recommendtheSecretaryof Defensedirect theservicesto (1)prop-
erly implementDOD policy to provideoversightof theprogramand(2)
developpartsrequirementsfor thosewith diminishingsourcesbasedon
pastusageandvalid projectionsof futureneeds.

We further recommendthatthe Director,DLA, directtheCenterto

• issueadequateguidancefor its itemmanagersto ensurecorrectcalcula-
tionsof thequantitywhenmakinglife-of-type buys;

• determinewhich partsneedspeciallong-termstorageprotection,ascer-
tain whatprotectionis required,andprovideit asnecessary;

• establishaprogramto periodicallytestsamplesof on-handdiminishing
sourcesparts to evaluatethequantitiesof stockin inventory; and

• ensurethat thequality of partsis satisfactorythroughquality assur-
ancetestsor othermeansbeforetheCenteracceptsthem.

AgencyCommentsand
Our Evaluation

DOD agreedthat the servicesmustprovideaccuraterequirementsdatato
D~C,It saidthat theAir Forcewas implementingasystemto provide
information regardingthesystemson which DMS itemsareused.DOD also
generallyagreedthat moreoversightis neededto ensurethat long-term
storagerequirementsarebeingfollowed and,asa result,long-term
storageinstructionswill beissuedto depotpersonnel.It did notagree,
however,that protectedstorageis requiredfor all DMS parts. It added
that thereis no indicationthatelectronicpartswill deteriorateto an
unstablestateoverthe long term.Furthermore,it saidthat DESChas
developedtheonly Long-termstoragestandardsfor electronicsparts
suchasmicrocircuit.shecailseindustrydoesnot storeelectronicsparts
for long periods.

We did notrecommendprotectedstoragefor all parts.Werecommended
that DESC determinewhich partsneedspeciallong-termprotection.Our
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reportpointsout protectedstorageinconsistenciesfor microcircuitsand
thatotherpartsarenot protected.In light of the highfailure ratesof
testedparts,webelievethattheCenterneedsto do abetterjob of deter-
mining the impactof long-termstorageon electronicparts.Therefore,
we believethatour recommendationis valid.

DOD saidthe Center’sstockstatusreportshouldnotbe solelyusedto
determinestockshortagesandoveragesbecauseit only providesthe
statusat aspecificpoint in time andmaynot accuratelyreflectthe true
statusof anitem. Althoughweagreethatthereportshowsthestatusof
DM5 itemsat a point in time, weusedthereportto showtheyearsof DMS

stockon hand.Sincethestatusreportis basedon quarterlyforecasted
demandandtheCentermakesits life-of-type buysbasedon quarterly
forecasteddemand,webelievethestatusreportservesasa reasonable
indicatorof thestatusof DMS items.DOD did not agreewith ourrecom-
mendationthatDES( shouldissuespecificguidancefor its item managers
to ensurecorrectandcost-effectivecalculationsof thequantitywhen
making life-of-type buys.

DOD saidtheCenter’sguidanceon life-of-typebuyswasdevelopedto
allow for manyvariables,andmoredetailedguidancecannotbe issued
to ensurecost-effectivecalculationsof buyquantities.We recognizethat
therearemanyvariablesto considerandthatspecificguidancecannot
be issuedfor eachitem. We believe,however,that additionalguidanceis

-neededto alleviatetheapparentconfusiontheitemmanagershave
regardinghow to calculatethequarterlyforecasteddemand.
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Activities ContactedDwi~ngthe DMS Review

• Office of theAssistantSecretaryof Defense(AcquisitionsandLogis-
tics),Washington,D.C.

• headquarters,U.S. Army, Washington,D.C.
• Army MaterielCommand,Alexandria,Virginia
• Army LaboratoryCommand,Adeiphi,Maryland
• Army Communications- ElectronicsCommand,FortMonmouth,New

Jersey
• Army Tank-AutomotiveCommand,Warren,Michigan
• Army Missile Command,RedstoneArsenal,Alabama
• Army Armament.Munitions andChemicalCommand,Rock Island,

Illinois
• Headquarters,U.S. N~avy,Washington,D.C.
• Naval SupplySystemsCommand,Washington,D.C.
• Naval Air SystemCommand,Washington,D.C.
• Naval SeaSystemsCommand,Washington,D.C.
• SpaceandNaval WarfareSystemsCommand,Washington,D.C.
• NavalAvionics Center,Indianapolis,Indiana
• Aviation SupplyOffice,Philadelphia,Pennsylvania
• F-14SystemProgramOffice, Philadelphia,Pennsylvania
• NavyShipsPartsControlCenter,Mechanicsburg,Pennsylvania
• Headquarters,U.S. Air Force,Washington,D.C.
• Air ForceLogistics Command,Wright-PattersonAir ForceBase,Ohio
• OklahomaCity Air LogisticsCenter,Tinker Air Force Base,Oklahoma
• SacramentoAir LogisticsCenter,McClellan Air ForceBase,California
• SanAntonio Air LogisticsCenter,Kelly Air ForceBase,Texas
• OgdenAir Logistics(‘enter, lull Air ForceBase,Utah
• WarnerRobinsAir LogisticsCenter,WarnerRobinsAir ForceBase,

Georgia
• Air ForceCatalogingandStandardizationCenter,BattleCreek,Michigan
• Air ForceSystemsCommand,Wright-PattersonAir ForceBase,Ohio
• B-lB SystemProgramOffice, Wright-PattersonAir ForceBase,Ohio
• .loint AeronauticalMaterielActivity, Wright-PattersonAir ForceBase,

Ohio
• Headquarters,DefenseLogisticsAgency,CameronStation,Alexandria,

Virginia
• DefenseElectronicsSupplyCenter,Dayton,Ohio
• DefenseDepot,Ogden.Utah
• DefenseDepot, Richmond,Virginia
• Government/IndustryDataExchangeProgramCenter,Corona,

California
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Years of Diminishing ManufacturingSources
Stock Managedby the DefenseElectronics
Supply Center asof June 25, 1988

Years of stock on Number of Percent of Percent of
hand parts total Total assets total
0 662 951 $13759294 004
ito 1.0 373 536 2.061.399 18 068
11 to2O 310 445 2,04769548 068

2 1 to 3.0 330 4 74 2,728,920 37 0 90
31 to4O 243 349 2.336.119 60 077
4 1 to 50 244 3 50 4,590,229 03 152
51 to75 — 512 735 24,369,325.25 805
76to 100 468 672 31,558,50857 1042
101 to 250 1,525 2190 102,229,87630 3376

251 to 50.0 913 1311 55,753,763 84 1841
50.1 to 1000 625 897 34826,032.09 1150

1001 to2000 374 537 15275,23934 504

200.1 to 3000 139 200 5,386,252.34 1 78

3001 to 700.0 157 225 8,662,441.22 286

700 1 to 900 0 27 0.39 2,979,450 14 0.98
9001 to 1,000 10 014 411,47543 014

1,000 ito 1,500 24 0.34 1,67481925 055

1,500 ito 2,000 11 0.16 1,499,132.54 050

2,0001 to 3,000 12 017 147941126 049

3,000 ito 4,000 2 003 136386.05 005
4.000 1 to 5,000 0 0 00 0 0.00
50001 to7,500 - 2 0.03 338,635 87 011
Over7.500 1~ 001 2,381,94328 079

Total 6,964 100.00 $302,834,749.37 100.00
“This part had about a 22-year supply on hand The Center’s report was erroneous because the com-
puter data file did not reflect actual demand data for the part
Source DMS stock status report dated June 25 1988
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Years of DiminishingManufacturingSources
Stock Managedby the DefenseElectronics
Supply Center asof October 25, 1989

Years of stock on Number of Percent of Percent of
hand parts totat Total assets total
0 -- 1,110 1213 $50066777 016

11 546 597 1.364,232.06 044
1 ito 20 489 5.34 1,521,158.87 049

21 to3O 435 475 1,899,45901 061

3.1 to4O 335 366 2,857,795 58 091

41 to5O 301’’ 329 4.292,63461 137

511075 — - 669 731 14,390,418.80 460

76to 100 546 597 12,561,00496 4.01

10_i to 250 1.802 1970 87,306,45190 27.89

251 to 500 - 1,130 12.35 68.587.83539 2191

501 to 100.0 736 804 54,008,72616 1725
1001 to2000 502 549 24,020,129.49 7.67

200 1 to 3000 203 2 22 11,428,49462 365
300 ito 7000 199 2.18 10.958,27224 350
700 1 to 900 0 44 0.48 2,502,346 11 0 80
900 ito 1,000 9 010 429,935.62 0.14
1000 1 to 1,500 41 045 5,261,36960 1.68
1,500.1 to 2,000 19 0.2 1,891,90664 0.60

2,000.1 103,000 ‘ 20 0 22 2,504,062 80 0 80
3.000 1 to4,000 5 005 500,657.90 -- 016
4,000 ito 5,000 1 001 248,63032 008
5,000 1 to 7.500 6 007 1,676,46758 054

Over7.500 1’ 001 2,330,26675 074

Total 9,149 100.00 $313,042,924.78 100.00

This part actually had aboi:t a 22’year supply on hand The Center s report was erroneous because the
computer data lile did riot retlec’ actual demand data for the part
Source DMS stock status repo” dated October 25, 1989
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CommentsFromthe Department of Defense

ASSISTANT SECRETARYOF DEFENSE
WASHINGTON. DC. 20301-SOCO

•~OOUCT~O” ~ND

I_CO I~T1C5

May 24, 1990

(L/SD)

Mr. Frank C. Conahan
Assistant Comptroller General
National Security arid International

Affairs Division
U.S. General Accounting Office
Washington, DC 20548

Dear Mr. Conahan:

This is the Department of Defense (DOD) responseto the General
Accounting Office (GAO) draft report “DEFENSE INVENTORY: Improvement
Needed in DoD’s Diminishing Manufacturing Sources Program,” dated
April 5, 1990, (GAO Code 391612), OSD Case 8295. The DOD partially
concurs with both the findings and recommendationsof the draft
report.

The DoD agrees that improvements are needed in the Service’s
implementation of the Diminishing Manufacturing Sources program. To
that end, the DoD is in the process of finalizing an Action Plan to
be published in June 1990. The Action Plan is intended to transition
the DoD from a reactive mode to a proactive mode in addressing issues
of diminishing manufacturing sources. However, the DoD takes
exception to the GAO assertion that more specific guidance is needed
to ensure that correct calculations are made when making life—of—type
buys. There are many variables involved when considering electronic
parts purchases, and each purchase must be viewed individually. The
current procedures were developed to accommodate these differences~

The findings and recommendations are addressed in greater detail
in the enclosure. The DoD appreciates the opportunity to comment on
the draft report.

Sincerely,

Davjd~f. BerteauEnclosure Principal Deputy
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GAO DP~P~P~OB.T- DkT~ IiPP.X1. 5. 1990
(GAO C~t 391612) OSD CA~ $295

“DUDISZ IWJ~ITOPX: D~ROVE~T~ fli D~’S
DDIIHISRIHG ~NCTACTDBING~S PRO~.AW

D~AA~IT ~ D~~ISZ~~TS

**aa*e

rDIDINGS

• FINDING A: Bac~arouxid: DoD Diminishing I~nufacturisaSourc.~
Proaraxn. The GAO explained that managers of defense weapon
systems face the problem of maintaining the systems when
manufacturers stop making needed spare parts. According to the
GAD, the Deputy Assistant Secretary of Defense for L.ogistics has
said that all new weapons systems .ntering production in FY 19B~
have parts that will not be available when they become
operational, particularly in the rapidly changing electronics

technology area. The GAO observed that the demand for
high—technology parts, coupled with a shorter life cycle of the
technology and the long life of weapon systems, is rapidly
increasing the nonavailability of parts.

The GAO reported that, in 1916, in order to address the problem.
the DoD establ~.,shed the Diminishing Manufacturing Sources
program to ensure that appropriate and timely actions are taken
when essential end item production or support capabilities are
endangered. The GAO observed that the DoD policy is, as
follows:

— m,in~.rriize the impact of diminishing sources parts;

— improve operational readiness by id.eritifying and
implementing the most effective solutions to diminishing
sources problems;

— ensure such parts are not designed intc mew systems~ and

— develop procedures to ensure an integrated approach to
improve responsiveness to diminishing sources situations.
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The GAO noted that the policy also requires the S.rvicez and the
Defense Logistics Agency to develop and implement a way to
identify end items that use diminishing sources parts and to
designate focal points for monitoring program impismeritation.

Nowonpp.28-1O (p. 3, pp. 15—17/GAO Draft Report)

DoD Res~Qnse: Concur. Each of the Services and the Defense
Logistics Agency have programs in place to overse, the
Diminishing ManufacturingSourcesprogram. Focal points have
been established and are now operatingeff•ctiv•ly.

PINDING B: Increased Service Att.ntjem to the Di=inilhi’n~
Manufacturinc Sources andIQterial lboztaçea Pxoaraa)lanao~~~
The GAO observed that, at the tim, of its review, the Srvice~
had not adequately implemented the DoD policy for the Diminish.ng
Manufacturing Sources and Material Shortagesprogram. The GAO
reported that, as a result, the Services could not readily
provide the data needed by the GAO to assessprogram
implementation. Th~GAO found that, although the Services had
established focal points for the program (as required by DoD
policy), the focal points could not provide Diminishing
Manufacturing Sources program information on (1) the number of
parts the Services were managing. (2) the amount of their
inventory, or (3) the amount they had spent on parts.
The GAO noted that, in response to its inquiries, the Services
have recently taken action to improve their management of the
Diminishing ManufacturingSources program. The GAO reported
that, in April 1989, the Army indicated it was in the process of
improving its oversight and control of the Diminishing
Manufacturing Sources program and bad taken steps to reduce and
control life—of—typ, buys. The GAO also reported that, in June

989, the Navy indicated it had reviewed its procedures and was
updating its policy and procedures to consolidate informatior. to
facilitate more effective and efficient management reviews. In
addition, the GAO reported that, in March 1989, the Mr Force
Logistics Cormand and the Air Fares Systems C~anddevelopeda
joint supplement to the Diminishing )~.nufactux~ingSourcss
program regulation, which includesa r.quir~,nt for field
activities to sutiTlit data semiannually and to include more
detailed Diminishing Manufacturing Sources program—r,jated data.
The GAO noted that it is still too soon to evaluate the impact
of the Service correctiv, actions. The GAO concluded, however,
that if the described actions are properly tmpl.ment.d and
monitored, they should improve overall management of the

2
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Nowonpp 3,12~13

Now on pp. 3, 13-14

Diminishing Manufacturing Sources and Material Shortages
program. (p. 4. pp. 6—7, pp. 22—24. p. 32/GAO Draft Report)

DoD P~onse: Concur. Planned actions of the Services and the
Defense Logistics Agency should improve overall management of the
Dim2.nlshinq Manufacturing Sources and Material Shortages program.

• NDfl1G~: ~stabljsbment of a Workino Group. The GAO
reported that, in April 1989, subsequentto its (the GAO~
inquiry, the Office of the S.cretary of Defense st up i
Diminishing Manufacturing Sourcesprogram ad hoc working group
with members from the Services and the Defense Logistics Agency
to, among other things, assessth. current effort in the DoD and
recommend new initiatives. According to the GAO, the group’s
goals include (1) estatlishing focal points in each DoD
crgaru,-~tion, (2) updating the Diminishing Manufacturing Sources
progra~. directive, (3) studying the feasibility of a consnon
inforrnation service, (4) improving the accuracy of life—of-type
buy calculations, and (5) developing a method to identify
potential technical obsolescenceduring weapon system
development. The GAO noted that, in June 1990, the ad hoc group
plans to issue a report with its r.consnendations. The GAO also
cited a March 1989 statement made by the Deputy Assistant
Secretary of Defense for Logistics, in which be said. “since we
cannot fully eliminate the DM5 problem, we must learn to manage

it.” The GAO observed that the planned actions show the
increased management attention that the Diminishing Manufacturing
Sources and Material Shortages program is expected to receive in
the future from the Office of the Secretary of Defense, the
Defense Logistics Agency, and the Services. (p. 7, p. 22,
pp. 24—25/GAO Draft Report)

DoD Response: Concur.

• ?I~W~flGD: Strat.aiss To Addr.gs SituationeRelated to the
Diminishina Manufacturing Sources and Material Shoxtaa, Procram.
The GAO found that, in addition to th. identified planned actions
(see Findings B and C). the DoD baa recognized other ways to
address the situations related to the Diminishing Manufacturing
Sources program. The GAO reported that those strategies include
(1) developing information systems for manufacturers to notify
users of discontinued parts, (2) forecasting which parts will

3
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likely fall under the Diminishing Manufacturing Sources program,
(3) cultivating other sources to produce discontinued parts, a~
(4) creating manufacturing processes to replace or emulate
discontinued designs. The GAO discussed plans and actions for
each of the strategies. The GAO concluded that the planned
actions, if properly implemented and monitored. should help
improve the overall managementof the Diminishing Manufacturing

Nowonpp 14-17 Sources program. (pp. 26—32/GAO Draft Report)

DoD Pes~onss: Concur. The DoD is taking proactive measures to
address diminishing manufacturing sources. (See Findings B and
C, and the DoD responses to Finding I and Recom~endations 1
through 7.)

TI~DING E: Defense tisotronics Su~n1vCenter Mansaemsn~~
Diminishin~ Manufacturino Sources ProgramPasts. The GAO
reported that the Defense Logistics Agency gave the Defense
Electronics Supply Center responsibility for handling the
Diminishing Manufacturing Sources program. The GAO found that
the Center has developed detailed procedures for managing program
parts and has set up management oversight groups to give the area
appropriate attention. The GAO reported that the Center uses
focal points to coordinate the handling process and a computer
system to track its diminishing source parts. The GAO explained
that, when a manufacturer notifies the Center it plans to stop

ma)cing a part, the Center assigns a number to the notification
and uses that case number to track the parts throughout the
resolution process. The GAO discussed the various steps the
Center takes to contact manufacturers and users to work out
alternate sources or methods to deal with the situation. The GAO
explained that, if the initial process is unsuccessful, the
Center computes future requirements based on sales history arid
Service input——and then determines whether additional inventory
is needed. According to the GAO, the Canter then reclassifies
the inventory as falling under the Diminishing ~anufacturing
Sourcesprogram and manages it accordingly. The GAO noted that,
if a buy is needed, the Center searchesmore diligently for other
manufacturers and substitute parts—and if these are not
available, makes a life—of-type buy. The GAO reported that the
Center computer system hasa master list of all the diminishing
source parts it manages, which indicates those that have no
alternate source. In addition, the GAO noted that the system
produces the stock status report, which includes (1) the total
asset value of the quantity on hand, (2) the estijtiated annual

4
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Nowon pp 2, 19-20, and
28

Nowon pp 2-3. 20-21

usage, and (3) the estimated number of years of stock in the
inventory. The GAO concluded that the Defense Electronics Supply
center has implemented the DoD policy with regard t~ the
Diminishing Manufacturing Sourcesprogram. (pp. 3—6. pp. 34—36,
p 50/GAO Draft Report)

DoD ~ Partially concur. The DefenseElectronics Supply
Center is involved in over 90 percent of the Defense Logistics
Agency diminishing manufacturing source items, but the Center
has riot been given responsibility for the entire program. This
responsibility rests in the headquarters of the Defense.
Logistics Agency.

FINDING F: fte_Diminishina Sources Inventory Ba. Grown
Substantiallv. The GAO found that the Defense Electronics Supply
Center inventory of diminishing sources stock has nearly doubled
in the last 4 years-—rising to almost 8,500 parts, valued at
about $279 million. The GAO noted that, while life—of—type buys
and reclassifying inventory have contributed to that increase,
data are not available to determine how much each category of
action contributed overall to diminishing sources stock inventory
growth.

To determine how the Center resolved diminishirig Sc~rceg
situat~ons, the GAO reviewed cases for FY 1985 through F? 1988.
According to the GAO, manufacturers reported they were going to
stop producing 8,552 Center managed parts during that period.
The GAO found that the Center resolved the parts problems during
initial screening for 4,615 of the items (or 54 percent), while
item managers had to decide whether to make a life-of—type buy
for the remaining 3,937 parts. The GAO sampled 350 of the 3,937
parts and found that, for 50 percent, the Center (1) made a
life—of—type buy, (2) had the current manufacturer continue
production or found an alternate source for 8 percent, or (3)
bought parts as it phased out the end item for one percent. The
GAOobserved that, based on its sample, the Canter made a
life-of-type buy on about 1 of avery 6 parts managed under the
Diminishing Manufacturing Sources program. (pp. 4—5, pp. 7—8,
pp. 36—38/GAO Draft Report).

DoD Responss: Concur. The Center procured only one out of every
six diminishing manufacturing source items, or 17 percent.

5
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• TXNOINGG: Xs~eetOf Life-Of-type Buys On Inventory ~ The
GAO reported that, when a life-of—type buy is the only
alternative, the Center requests the Services to provide
projected requirements for the part. The GAO further reported
that, in those caseswhere the Services do not provide that
information, the Canter buys parts based on past demands, which
the GAO concluded is not always an accurate prediction of
projected needs. The GAO noted that, generally, without specific
requirements data from the Services, the Center policy is to buy
a 10—year supply for life—of—type buys.

According to the GAO, the October 1989 Diminishing tl5nutacturing
Sources program stock status report indicated that the Center had
more than a 25 year supply (the expected life of a weapon system)
for about one—third of the parts—valued at over $186 million.
The GAO observed that overstocking parts increasesthe risk that
they might never be used and would need to be disposed of in the
future. The GAO also reported that, in contrast, the report also
showed the Center had a potential shortage of more than 5 years
for over 20 percent of the diminishing source parts. The GAO
noted that those shortages could seriously impair readiness and
sustainability of weapon systems. The GAO also reported the
Diminishing Manufacturing Sources program report indicated that
the life—of-type buy items in its sample had an average of about
58 years of stock in inventory—and that the Center had over a 25
year supply for 47 of the 122 life—of—type buy items. The ~
noted that the report also showed the Canter had over 900 years
of inventory for about one percent of its diminished sources
parts. The GAO observed that, in some cases, the Center had
stock on hand when it classified parts as falling under the
Diminished Manufacturing Sourcesprogram, while in other cases it
made a life—of-type buy based on past demand or the Service
estimate——and then the demand dropped sharply.

The GAO reported that, according to Center officials, th. stock
status report was not intended to identify parts with excess
stock. The GAO further reported the officials indicated that
on—hand inventories are generally bought baa.d on past
demands——whendemandsdecrease, stocks appear excessive; if
stocks are reduced and a shortage may even sxist. While agreeing
with the Center assessment,the GAO nevertheless concluded that
the data in the Diminished Manufacturing Sources program report

reasonabl.j state the years of stock in inventory, basedon
demands as of the computation date. The GAOfurther concluded

6
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that life—of—type buys contribute to overall inventory growth.
Now on pp 2-4. 21-22, and (pp. 8—9, pp. 39—40, p. 50/GAO Draft Report).
2829

DoO ~.espon54: Partially concur. Life—of-type buys do contribute
to overall inventory growth. The implication is that if the
Defense Electronic Supply Center has more than 25 years worth of
stock, some of it will not be used and will be disposed of. This
may in fact occur on some items. Rowever, the Diminishing
Manufacturing Sources program stock statuS report is not by
itself an appropriate tool to determinewhether items have
overages or shortages. Some of the assetsprocured are .intended
to be used not only as spare parts, but also for production of
end items in the out-years. Thus, a snapshot which compares
current stocks with current usage will indicate that excess
stocks exist when, in fact, they may not. Further, some end
items are expected to be in the DoD inventory and will require
support beyond 25 years.

The GAO reported that over 20 percent of the diminishing
manufacturing sources parts have shortages of more than five
years. These may not be true shortages, since many of the buys
were made several years ago and were for the expected life of the
end item. As an example. the electron tubes procured in Fl 1984
to support the KW—37 con~nunicationsystem should have about three
to four years of stock remaining, since the !0’1-37 is scheduled
for phase—out in the early 1990s.

FINDING B: Xnadeouate Center Guidance On ~jminishjnp
Manufacturis~gSourcesProcrem Buy1, The GAO reported that the
general policy of the Defense Electronics Supply Center is to buy
what is needed to reach a 10—year supply, based on past demand or
input from the Services. The GAO found, however, that item
managers actually used a variety of data sources and mathods to
determine the amount for a 10—year supply. Th. GAO reported that
the data sources used included (1) a study showing the demands
for the current quarter and the prior year, (2) a two year demand
history showing the demandby user, and (3) a demand forecast
from the Services and other users. The GAO explained that, for
parts with predictable demand, item managers would simply -

multiply the period a report covered times a mmtber to determine
a 10—year supply.

In addition to the various computations, the GAO also found that
item managers did not consistently consider other input. The GAO

7
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Nowon pp 3, 22-23, ~nd
28-29

cited differences in how item managers considered (1) foreign
military sales, (2) user forecasted needs, and (3) past user
demands. The GAO observed that even though each of the methods
are in accordance with Center policy, they could still result in
different quantities being bought. Th. GAO concluded that, since
one of the objectives of the Diminishing Manufacturing Sources
program is to iz~1ementthe most cost effective solution, item
managers should be provided with more specific guidance to
achieve that goal. The GAO concluded that not all the methods
being used are proving to be cost effective. The GAO further
concluded that, overall, the Center has provided inadequate
guidance to its item managers for computing life—of—type buys for
diminishing stock—asserting it is an area that needs
improvement. (p. 6, pp. 40—42, p. 51/GAO Draft Report).

~ Response: Non—concur. The DoD does not agree that
additional specific guidance can be issued to ensure correct and
cost—effecti~ .alculation of buy quantities. Each item must be
viewed .ndividually and consideration given to the many
variables involved. As an example, the two most important
factors in computing a buy quantity for a receiving tube are the
10—year demandhistory and the expected life of the system(s)
being supported. On the other hand, the 10—year history may
not be meaningful for microcircuit buys, since it would not
contain requirements for new production. Written guidance has
been issued in a Defense Electronics Supply Center standard
operating procedure and associated memoranda. The guidance is
auguented by annual training classes where specific emphasis is
placed on requirements computations. The differences in the
variety of data sources used, reported by the GAO, may be
entirely appropriate for many different types of electronic
parts and the variety of end items that a particular part(s)
supports.

• FXNDTNG I: Weed for Adequate Service !n~ut And Verification.
The GAO observed that inadequate Service data can also contribute
to an inaccurate inventory of diminishing sources stock. The GAO
reported that DOD Directive 4005.16 requires the Services to
implement a method to identify end item application for critical
items affected by the Diminishing Manufacturing Sources program.
According to the GAO, however, the Air Force focal point advised
that the Service cannot determine on what system a part is used
and, therefore, cannot give the Center requirements data. The
GAO reported that, as a result, the Center must use past sales
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Nowon pp 4, 24-25. and
28-29

data to predict future use, instead of actual projected needs
from the Air Force. The GAO cited several examples which
indicated that prior usage data are not always a good indicator
of projected future use.

The GAO found that, in addition to inadequate Service data, the
Center item managers also simply accepted projected needs even
though demand history did not support them. The GAO reported,
for example, that when the Services subeitted projected needs for
parts they had not requisitioned in over a year, the Center never
questioned the amounts. The GAO learned that, in June ~i

988, the
Center issued guidance requiring item managers to get written
Justification when the value of a proposed buy exceeds$5,000 and
the projected life—of--type need exceeds past demands by SO
percent or more. The GAO pointed out, however, that procedure
still allows the Center to make buys without confirming the
Services’ stated needs. . The GAO concluded that the Services are
not providing sufficient or accurate information for the Center
to determine accurate life—of—type buy requirements—— asserting
that it is another area where the Diminishing Manufacturing
Sources program needs to be improved. (p. 6, pp. 42—44,

p. 51/GAO Draft Report).

DoD Pas~onse: Partially concur. It is agreed that the DoD must
emphasize and enforce the requirement that the Services identify
end item application for use in providing accurate requirements
data to the Defense Electronics Supply Center. The DoD Action
Plan, scheduled to be completed in June, 1990, calls for the
Services to improve/expand their application data files.

However, the DoD does not agree that the Air Force cannot
determine on what system a part is used. In the past, the Air
Force Logistics Cormand was, at times, unable to determine on
what system a part was used. The application information was
routinely available through interrogation of the Master Material
Support Record System, D049. As of May 1990, the Requirements
Data Bank Applications/Programs/Indentures is providing
necessary application information to the users.

In regard to written justification of proposed life—of—type
buys, it is not considered cost effective to requir. written
justification for buys of less that S5D00.O0. Th. example cited
by the GAO had a buy of $1143.00. If the $5000.00 floor were
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Now on pp. 3-4, 25-26, arid
29

reduced substantially, more time and effort would be spent on an
already labor—intensive program, with minimal payback.

TIWDI~1GJ: Need br ~uidance ~ Lona—Tex~StOrlaS Of Diminis~4~
Sources Parts. The GAO found that, although the Center buys
millions of dollars worth of Diminishing Manufacturing Sources
program stock, it has not issued adequateguidance on Storing the
parts, nor has it determined th. effect of long—term Storage on
those parts. According to the GAO, the Center has issued
long—term storage guidance, but it applies only to some
diminishing stock microcircuits. The GAO explained that,
although the Center often buys parts to be used 10 years in the
future, it has not determined whether special long—term storage
protection is needed. The GAO found, for example, that ~

accordancewith a 1979 instruction, the Center stores s~
m.icrocircuits in nitrogen pressurized canisters. The GAO further
found, however, that the instructions do not require stock
already on hand to be put in canisters until it becomes stock
under the Diminishing Manufacturing Sources Program. The GAO
reported that, as of June 1989, only about one—half of the total
value of the Center’s diminishing stock m.icrocircuits was being
stored in canisters.

The GAO found that another long—term storage problem involves
xna~.ntaining pressure in the canisters. The GAO visited depots in
Richmond, Virginia, and Ogden. Utah, and found instances where
required pressures were not being maintained in the Storage
canisters. The GAO concluded that more oversight and management
attention is needed to ensure that depots follow the requirements
for long—term storage. The GAO observed that, according to
Center officials, no studies have been done to show whether
nitrogen storage will protect microcircuits from corrosion and
deterioration or whether other diminishing stock parts need
special long—term protection. The GAO observed that, as a
result, the Center has not issued any storage instructions for
parts other than the microcircuits. The GAO concluded that,
overall, the Center policy and procedures on long—term parts
storage need improvement. (p. 6, p. 9, pp. 44—47, p. 51/GAO
Draft Report).

DoD Pas~onse: Partially concur. There is no standard available
to determine how long microcircuits can remain in storage without
deterioration. Industry does not store microcircuits for long
periods. The Defense Electronics Supply Center experience
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indicates that nitrogen pressurized containers will prevent
certain types of deterioration. Microcircuits other than those
in the Diminishing Manufacturing Sources program do not require
long term storage, since they are issued continuously end
replaced with new stock from procurements. Further, the Defense
Electronics Supply Center Quality Directorate has determined that
other types of items generally do not require specialized

long—term storage. The DoD agrees that u~reoversight and
management attention is needed to •nsure that long—term storage

requirements are being met. Accordingly, by July 1990, the
Defense Logistics Agency will issue instructions to depot
personnel to emphasiz, the additional attention needed to ensure

proper storage of life—of—type buy stocks.

• FINDING N: Need For A Formalized Diminishinc Source Teeting
Proaram. The GAO found that the DefenseElectronics Supply

Center does not require acceptance testinç, n some diminishing
stock parts and has not tested many of them. The GAO learned
that, in October 1988, the Center began requesting parts from the
depots for testing. The GAO found that the Center’s testing of
diminishing sources stock, performed in July 1989, showedthat 11
of 78 different parts failed. The GAO was advised by test

officials that they need to do additional tests on some of the
same parts, as well as more parts in certain Federal supply
classes, before they can consider the results final. According
to the GAO the Center subjected the 78 parts to a total of 2.906
tests and the 78 parts failed 69 of the tests (2.37 percent(—a
higher failure rate than the overall failure rate of 1.77 percent
for the parts the Center tested in FY 1988. The GAO found that

manufacturers often delete testing and docunentation
requirements when the Center makes a life—of—type buy——as a
result, it is often difficult to determine why a part failed.
The GAO noted that, according to Center officials, the Government
is not in a strong negotiating position when making life—of-type
buys and, therefore, cannot always require testing.

The GAO reviewed the life—of—type buy award.s from the diminishing
stock parts it sampled for FY 1988 and 1989. The GAO found that,
of the 49 life—of—type awards in its sample, the Center required
testing on 1’) items——or 35 percent. The GAO pointed out,
however, that this means the Center did not require acceptance
testing on almost two—thirds of the parts. According to the GAO,

because the parts were not tested at the time of receipt and
because test results from storage items are inconclusive, the
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Now on pp. 3-4. 27, and 29

Center does not know how many of the diminishing sources stock
items are of poor quality, nor can it determine whether the parts
were inadequate at the time of receipt or after a period of time.
The GAO reported that Center officials said they have not
received many complaints from the Services on the quality of
parts. The GAO further reported that the Center has limited
testing resources and, therefore, does not plan to change the
diminishing stock testing program. The GAO nevertheless
concluded that the diminishing stock testing program needs to be
formalized and guidance issued to ensure that all such parts pass
acceptance tests when life—of—type buys are made. (p. 6, p. 10.
pp. 47—48, p. 51/GAO Draft Report).

DoD Aasponsg. Partially concur. The Defense Electronics Supply
Center experienceindicates that the quality of diminishing
manufacturing sources parts is no worse than the other parts the
Center buys. However, the Defense Electronics Supply Center
Quality Directorate will increase sample testing of r~minishing
manufacturing sources parts to further define any problems that
may exist. The Center now has increased resources for testing.
Presently there is a substantial backlog of new receipts of
microcircuits awaiting testing. The additional resources will
allow this backlog to be worked down to a normal level within 18
months.

• TINDX)~G ~: The ImPact of Diminishinc Sources Parts On Weapon
Systems. The GAO reported that it did not focus on the impact of
diminishing sourcesparts on weapon system readinessand
sustainability, but did obtain some data on how many critical
parts could have a potential shortage. The GAO also identified
some diminishing source parts to show their potential impact on
weapon systems. According to the GAO. the July 1989 Diminishing
Manufacturing Sources program master list bad ‘78 parts that are
critical to the operation of weapon systems and that. require more
stock than was available at the Center. The GAO reported that
Centet records indicated that, as of September1989, those 78
parts affected 115 weapon systems and support equipmentprograms.
The GAOobserved, therefore, that the Center has run out of, or
estimates it will run out of, those parts long before the
applicable equipment is expected to be phased out. The GAO
discussed several examples of diminishing stock parts that have,
or could in the future, affect various systems and pointed out
DoD actions to address the problems. In addition, the GAO
reported Center officials indicated that they were also working

12

Page47 GAO/NSIAD-90-126DefenseInventory



Appendix IV
CommentsFrom the Department of Defense

Now on pp. 27~28.

with the North American Aerospace DefenseComsand to monitor 600
diminishing stock electronic parts used in its control center for
tactical warning and attack assessment. (pp. 48—50/GAO Draft
Report).

DoD Response: Concur. On the parts for which stocks will run
out prior to phase—out of the supported systems, the DoD will
have to modify/redesign/replace the systems.

* * * * * *

Rzc~R4~ID1’TIc~S

Now on pp.4,17.

Now on pp. 4. 29.

• PZC DATIO~ 1: The GAO reconmended that the Secretary of
Defense request the DoD Inspector General to follow—up on each
of the Service’ s actions and proposals to determine whether the
Services are providing adequate management of the Diminishing
Manufacturing Sources program. (pp. 10—11, p. 33/GAO Draft
Report)

DOD Response: Concur. The DOD is developing an Action Plan
to addressthe management of the Diminishing Manufacturing
Sources program. The Action Plan is scheduled to be completed
in June 1990. After the Services have agreed to the actions in
the Action Plan and to the related completion dates for those
actions, and if it is not readily apparent that the actions in
question have been completed in a timely manner, the DoD will
request follow—up action by the DoD Inspector General.

• PXeCI~NnATIOW 2: The GAO reconsoended that the Secretary of
Defense direct the Services to implement properly DOD policy to
provide oversight of the Diminishing Manufacturing Sources
program. (p. 10, p. 51/GAO Draft Report)

DoD Response: Concur. The DoD Diminishing Manufacturing
Sources Ad Hoc Working Group Action Plan, scheduled to be
completed in June 1990, will contain action item., that will
result in providing appropriate oversight of th. program. This
will include developing Service plans to be abi. to determine:
the value of the diminishing manufacturingsources inventory;
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the number of parts with d.irninishing sources; and the number and
value of life—of—type buys.

• RZCC!fNDAT~L~: The GAO r.contmended that the Secretary of
Defensedirect the Servicesto develop parts requirement, for
those with diminishing sources, based on past usage and valid

Nowon pp 4,29. projections of future needs. (p. 10, p. 51/GAo Draft Report)

~D Rsponse: Partially concur. The DoD requirements for parts

with diminishing sources are already based on Past Usage and
valid projections of future needs. In the case of the Air Force
Logistics Conmma.nd, life—of-type buys are determined by
multiplying an average annual repair requirement times the
projected years of service times the replacement factor times
the quantity per application. Although the formula is simple.
it provides a realistic requirement for system support. In
addition, in order to help in the process of gathering
requirements data, the DoD plans to establish a Diminishing
Manufacturing Sources Oversight Group. The Group will meet w~.en
the Defense Electronics Support Center is unable to obtain
needed requirements data from the Services in a timely manner.
This is one of the actions included in the DoD Diminishing
Manufacturing SourcesAd Hoc Working Group Action Plan schedu~.ed
to be completed in June 1990.

• PECC~e~NDATIC&4: The GAO reconsnended that the Director,
Defense Logistics Agency, direct the Defense Electronics supply
Center to issue specific guidance for its item managersto
ensure correct calculations of the quantity when making

Nowonpp 4,29 life—of—type buys. (p. 11, p. 51/GAO Draft Report)

DoD Response: Nonconcur. Specific guidance cannotbe written
that would cover all the variables involved in making a
life—of—type buy for the ‘70—plus Federal Supply Classes managed
by the Defense Electronic Supply Center. Written guidancehas
been issued which allows for Inventory Managers to consider all
of the variables involved in the wide range of items and to
select the most appropriate criteria when determining
requirements. This written guidance is augmented by annual
training classes where specific emphasisis placed on
requirements computation.

• REC~4~NDATION5: The GAO recoxTgnended that the Director,
Defense Logistics Agency, direct the Defense Electronics Supply

14

Page 49 (,AO/NSIAD-90.126DefenseInventory



Appendix IV
CommentsFrom the Department of Defense

Now on pp 4,29

Center (1) to determine which parts need special long-term
storage protection, (2) to ascertain what protection is
required, and (3) to provide it. as necessary. (p. 11, p. 51/
GAO Draft Report)

Do~Rea’oons.: Partially concur. The DoD agrees that more
oversight and managementattention is needed to ensure the
requirements for long—term storage. The DefenseLogistics
Agency will, issue instructions to depot personnel to emphasize
that additional attention is needed to insure proper storage of
life—of—type buy stocks. In regard to standards, ther*.ars no
standards available on which to base long—term storage of
electronic parts such as microcircuit,, except those developed
by the Defense Electronics Supply Center. Industry does not
store these types of parts for long periods. There is no
indication that parts will deteriorate to an unusable state over
the long term. The Defense Electronics Supply Center Quality
Directorate has determined that pressurized nitrogen containers
will prevent some types of deterioration of microcircuits stored
for several years, and they have beenusing this method for some
time. There is no indication that it does not perform
satisfactorily.

Now on pp. 4, 29.

• RECC*4IEHDATION 6: The GAO reconunended that the Director,
Defense Logistics Agency, direct the DefenseElectronics Supply
Center to establish a programto test samples of on—hand
diminishing sources parts periodically to evaluate the
quantities of stock in inventory. (p. 11. p. 52/GAO Draft
Report).

DoD Response: Partially concur. The Defense Electronics Supply
Center already has a program to test inventories periodically.
If the test shows the stock is bad, ther. are usually no
alternatives available to replace it (other than emulation for
some types of microcircuit,).

The Center has recently increased its resources for testing.
Presently there is a substantial backlog of new receipts of
microcircuits awaiting testing. The additional resources will
allow this backlog to be worked down to a normal level within 18
months, at which time additional parts in the inventory cart be
tested.

15

Page50 GAO/NSIAJ).90-126 DefenseInventory



Appendix IV
CommentsFrom the Department of Defense

• PZC~4)DATI~~7: The GAO reconunended that the Director,
DefenseLogistics Agency, direct the Defense Electronics Supply
Center to ensure that parts passquality assurancetests before
the Center accepts them. (p. 11. p. 52/GAO Draft Report).

DoD Response: Concur. The Defense Electronics Supply Center
has developed an in-house capability to test parts on receipt.
This program will allow the Center to reject unacceptableparts.
The Center’s Quality Directorate will expand the testing of
parts to the program’s fullest capability within the limitations
of testing equipment and personnel availability.

Now on pp 4.29
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